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COMMONWEALTH OF VIRGINIA

STATE CORPORATION COMMISSION
AT RI CHMOND, DECEMBER 21, 2001
APPLI CATI ON OF

THE POTOVAC EDI SON COVPANY
d/ b/ a ALLEGHENY POVER CASE NO. PUE000280

For approval of functional
Separation plan (Phase I1)

ORDER ON FUNCTI ONAL SEPARATI ON

On Decenber 19, 2000, the Potomac Edi son Conpany d/b/a
Al | egheny Power Conpany ("AP" or "the Conpany") filed an
application in Case No. PUE0O00280 pursuant to 8 56-590 of the
Code of Virginia, for approval of the second phase ("Phase I1")
of its plan for functional separation as required by the
Virginia Electric Utility Restructuring Act ("the Act").! The
Act requires that the Comm ssion conplete its review of proposed
pl ans of separation by January 1, 2002.

Inits July 11, 2000 Order Approving Phase | Transfer in
this mtter ("Phase | Order"), the Conm ssion approved a
Menor andum of Understanding ("MOU') the Conpany reached with the
Staff and the Ofice of the Attorney General, Division of
Consuner Counsel ("Attorney General"). The Phase | Order noted

that AP had sought approval of the transfer of AP generating

! Code § 56-576 et seq.


http://www.state.va.us/scc/contact.htm#General

units to All egheny Energy Supply ("GENCO'), an affiliate of AP,
pursuant to the the Act and the Utility Affiliates Act?, and al so
pursuant to the Utility Transfers Act®, "to the extent this
provision is applicable.™

As noted, pursuant to the Phase | Order, AP transferred
generating assets to GENCO except for four small hydroelectric
generating facilities located in Virginia.* The Phase | O der
pertained primarily to assets | ocated outside the Comonweal t h
of Virginia, to which our jurisdiction under the Utility
Facilities Act does not extend.® Hence, the Conpany's request
for approval under the Transfers Act was limted "to the extent
this provision is applicable.”

These assets were the ones wth which AP has over the years
provi ded the bul k of service to customers in Virginia, but they
are not situated within the Commonwealth. In this regard, AP's
functional separation plan critically differs from applications

filed by utilities having substantial in-state generation

2 Code § 56-76 et seq.
3 Code § 56-88 et seq.

4 ve approved the subsequent transfer of the small hydroelectric facilities located in Virginia
on Decenber 14, 2000, in our Final Oder in Gase No. PUAOOOO64, to a subsidiary of AP, Geen
Val l ey, Hydro, L.L.C, which according to AP, was to becone a subsidiary of Allegheny Energy

Suppl y.

® Section 56-89 of the Code mmkes it "unlawful for any public utility, directly or indirectly, to
acquire or dispose of any utility assets situated within the Commonwealth . . . unless such
acqui sition or disposition shall have been authorized by the Conm ssion."




assets, such as Anmerican Electric Power-Virginia and, nost
promnently, Virginia Electric and Power Conpany.

Qur approval regarding the transfer of these out-of-state
assets was required solely because AP proposed to transfer them
to an affiliated conpany. Divestiture of the assets to an
unaffiliated third party coul d have been acconpli shed w t hout
this Comm ssion's approval under the Utility Transfers Act, and
wi t hout any of the agreenents reached by the Conpany, Staff and
the Attorney General.®

In the MOU, the Conpany agreed to: (i) reduce the base
rates of its Virginia custoners by $1 million annually,
effective July 1, 2000; (ii) not file an application for a base
rate increase prior to January 1, 2001; (iii) operate and
maintain its distribution systemin Virginia at or above
historic levels of service quality and reliability, and to
mai ntain that quality of service through tinmely inprovenents;
(iv) provide default service under the Act by contracting for

generation services for default service custoners at the sane

cost that it would have incurred to serve custonmers fromthe
units it was divesting to GENCO and (v) termnate its fuel cost

recovery nechani sm and recover fuel costs in base rates.

6 Under certain circunstances, transfers of out-of-state assets may require
our approval under the federal Public Uilities Holding Conpany Act.



In its July 26, 2000 Order entered in this docket, the
Comm ssi on approved the elimnation of the fuel factor recovery
mechanismin AP's rates, ordered the Conpany's fuel expenses,
estinmated in the MOU to be 1.181 cents/kWh to be rolled into
AP' s base rates, approved the proposed $1 nillion rate
reduction, and established capped rates. The Conm ssion al so
approved the Conpany's agreenent not to inpose any wires charges
during the capped rate period.

The Conmi ssion pronul gated rul es’ for the functional
separation required by the Act. As required by these rules, the
Conmpany filed a cost of service study that separates Virginia
jurisdictional operations by class and function for the twelve
nont hs ended Decenber 31, 1999. According to the Conpany, the
study was based on the cost of service study in the Conpany's
nost recent AlIF, but includes adjustnents to revenue to
annual i ze rates effective August 7, 2000, as approved by the
Conmi ssion in this proceeding.?®

Under the Conpany's Plan, AP would be the "incunbent
electric utility" under the Act, with attendant responsibilities

associ ated with that designation. AP would be responsible for

7 Conmi ssion' s Regul ati ons Governing the Functional Separation of |ncunmbent Electric Wilities
under the Virginia Electric Wility Restructuring Act ("Rules"), 20 VAC 5-202-10 et seq., adopted
in Case No. PUA000029.

8 See Application of The Potomac Edi son Conpany d/b/a Al | egheny Power, For approval of a
functional separation plan, Case No. PUE000280, Order Approving Elimnation of Fuel Factor and
Est abl i shi ng Capped Rates (July 26, 2000).




providing retail custonmers with capped rate service until
July 1, 2007,° and default service under the Act, if it is
designated as a default service provider pursuant to 8 56-585 of
the Code of Virginia.l°

The Conpany's Phase |1 application included proposed retai
access tariffs. These tariffs separated bundled nonthly rates
for service into unbundl ed conponents to reflect distribution,
transm ssi on and generation charges. Transm ssion charges were
al so unbundl ed into base and ancillary services.

Further, the Conpany's retail access tariffs proposed a
"m ni rum stay" provision for non-residential custoners who
voluntarily choose to return to default service. The
application also contained a "Conpetitive Service Provider
Coordi nation Tariff", which AP represented, defined the
operational relationship between the Conpany and conpetitive
service providers ("CSPs") for the provision of conpetitive
generation service in the Conpany's service territory. This
proposed tariff addressed, anong other things, such issues as

credi twort hi ness requirenents, nonconpliance and default, | oad

K Capped rate service can be termnated on and after July 1, 2004, in an incunbent electric
utility's service territory if the Conm ssion, upon application of an incunbent, electric
utility, pursuant to 856-582 C of the Act, finds that there is an effectively conpetitive narket
for generation services within the utility's service territory.

10 This provi sion of the Act, which establishes the manner by which we establish prices for
default services, was extensively amended by the 2001 Session of the General Assenbly, subsequent
to the entry of our Phase | Oder.



forecasting and schedul ing procedures, and conpetitive service
provi der billing.

Inits Order dated June 22, 2001, the Conmi ssion directed
t he Conpany to provide notice to the public and established a
procedural schedule for the filing of coments or requests for
hearing on AP's application. In that Order, the Comm ssion
directed its Staff to investigate the application and file a
Report detailing its findings and recommendati ons on or before
Septenber 4, 2001. Ordering Paragraph (9) of the June 22, 2001
Order provided that the Conpany and any interested person could
file responses to the Staff's Report on or before Septenber 20,
2001.

On July 18, 2001, the Conpany, by counsel, filed its proof
of publication together with proof of its service on |loca
governnental officials. On August 30, 2001, the Conpany
suppl emented its proof of service, providing additional
certificates of newspaper publication.

On July 27, 2001, AES Newknergy, Inc., ("AES' or
"Newknergy") filed its Notice of Participation in this matter,
together with its Conmments on AP' s application. AES did not
request a hearing, but reserved its rights to participate
further in this proceedi ng.

On August 17, 2001, the Staff filed a "Mtion to Extend

Procedural Dates". Staff requested that it be granted an



extension of time in which to file its Report to Cctober 12,
2001, and al so asked that the date by which responses to the
Report could be filed be extended to Cctober 31, 2001. 1In
support of its request, Staff alleged that it required
additional tinme in which to prepare its Report in order to
consi der various revisions the Conpany intended to include in
its cost of service study and unbundled rates. Staff
represented that both AP and AES did not oppose the request for
an extension.

On August 27, 2001, the Comm ssion granted the Staff's
request. It extended the date by which the Staff could file its
Report to Cctober 12, 2001, and the date by which responses to
the Staff Report could be filed to Cctober 31, 2001.

On Cct ober 12, 2001, Staff filed its Report, wherein, anong
other things, it recommended that the Comm ssion approve AP's
unbundl ed rates, and terns and conditions of service with
certain nodifications recomended by Staff. The Staff noted
that AP had transferred its generation-rel ated assets and
liabilities (except for the small hydro facilities) to Genco,
whi ch woul d own and operate the generation facilities effective
August 1, 2000.

Staff observed in its Report, anong other things, that AP
had adopted nunerous safeguards to ensure conpliance with the

Comm ssion's regul ations prohibiting cost-shifting or cross-



subsi di es between functionally separate units and with the
requirenments of 8 56-590 D of the Code of Virginia. In this
regard, Staff recomended that the Comm ssion nonitor and review
t he Conpany's business practices and internal controls and
require AP to conduct annual internal conpliance audits to
ensure that the internal controls it has inplenmented foll ow ng
functional separation are adequate and continue to be in
conpliance with the Comm ssion's regulations. The Staff further
proposed that the Conpany file the results of its interna
conpliance audits with the Comm ssion's Division of Public
Uility Accounting ("the Division") by May 1 of each year until
such time as the Division determ ned that such information was
no | onger necessary. Additionally, the Staff recommended t hat
AP be required to report any future changes to its business
practices or internal controls to the Division

Wth regard to the Conpany's unbundled tariffs, the Staff
noted that AP represented that it had revised its application
regardi ng conpetitive service provider coordination tariffs as
required by the Conm ssion's June 19, 2001 Order in Case No.

PUE010013.!! The Staff also provided an exhibit showi ng the

' I'n Case No. PUE010365, Allegheny requested a waiver of Rule 20 VAC 5-312-80
of the rules adopted in Case No. PUE010013. See Commonweal th of Virginia, ex
rel. State Corporation Conm ssion, Ex Parte: In the matter of establishing
rules for retail access, Case No. PUE010013, Doc. Con. Ctr. No. 01063011,
(June 19, 2001 Final Oder) ("Retail Access Rules"). This Rule requires that
if more than one request for a change in a custoner's conpetitive service
provider is received froma custonmer during one enrollnment period, the first




effect of allocating 50 percent of nmetering and billing rel ated
costs to the production and transm ssion functions just as
Staff's consultants did in Virginia Power's functional
separati on case.

Wth regard to AP's unbundled tariff rates, Staff comrented
that the ternms of service of the individual retail rate
schedul es should be clarified to specify that the m ninumterm
of service requirenments applied to the provision of delivery
service only. Staff further recommended that AP's tariff be
revised to reflect the m nimum stay requirenments adopted in Case
No PUE010296. Staff al so opposed the Conpany's proposal to
i mpl ement a $10. 00 switching fee for each customer sw tching
el ectric service providers. Mor eover, Staff proposed that the
Conpany permt custonmers to switch suppliers effective with a
special neter reading request. It observed that Allegheny's
residential custonmers' neters were read only once every two
nont hs and commented that a custoner deciding to switch energy
suppliers should not be required to wait two nonths or nore to
becone eligible for that service.

Staff al so addressed the | oad scheduling and settl enent
portions of AP s proposed coordination tariff. Staff noted that

the 30-day settlenent described in tariff S.C.C. Va. No. 16,

request will be the request honored. AP requested and received approval to
honor the | ast request received during any enrollment period, and to
di sregard any previous requests received during that period.



8§ 9.3 of the Coordination tariff is priced at the AP Control
Area Operator's Hourly Marginal Rate but that the basis for the
hourly margi nal rate was not described. Staff noted that no
description of pricing for the 90-day true up settlenent in
S.C.C Va. No. 16, Section 9.4 was included. Staff proposed
that the pricing basis should be identified in APs tariff for
each of the settlenents. Staff also requested the Conpany to
correct a typographical error in S.C.C. Va. No. 16, Section
9.4.4 of the Conpany's tariff.

On the issue of credit amounts required for CSPs, Staff
suggested that the definition of "credit anmount”, found in
S.C.C. Va. No. 16, Section 1, should not include the retail
custoner's paynents to the CSP in the determ nation of the
security deposits required froma CSP. According to the Staff,
the Conpany is not at risk for the custonmer's paynents to the
CSP. Staff reconmended that the tariff be revised to delete
that reference. |1t also proposed that the Conpany's tariff
shoul d be revised to include at | east a 60 day notice froma CSP
di scontinuing service in the Conmpany's service area.

Staff supported a 60-day period before any coordi nation
agreenent between the Conpany and CSP is termnated. It noted
that if a CSP continues to market in its service area, but does

not have current custoners, AP should be willing to suspend
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term nation actions for a specified period that should be
identified in the proposed tariffs.

The Staff noted that the Conpany proposed vari ous
addi ti onal coordination tariff fees that AP proposed to apply to
a CSP. Staff did not oppose the fees and noted that they
appeared to be supported by cost data supplied in response to
Staff's interrogatories.

On Cct ober 31, 2001, AP, by counsel, filed its Response to
the Staff Report ("Response”). 1In its Response, the Conpany
noted that it filed a cost of service and unbundl ed retai
tariffs on Cctober 12, 2001, incorporating the changes to AP's
cost of service noted in the Staff Report, as well as revisions
relating to the mninmumstay service requirenents, elimnation
of the Company's proposed $10 switching fee, clarification of
the definition of "AP Control Area Qperator's Marginal Hourly
Price", the "credit amount" for CSP, and use of a 60-day notice
requirement in the CSP coordination tariff prior to a CSP
di scontinuing service in the Conpany's service territory.

AP opposed Staff's recommendati ons regarding nonthly neter
reads for residential custoners and Staff's proposal to permt
residential custonmers to switch to a CSP on an off-cycle reading
date. The Conpany asserted that it could incur significant
costs approaching $1 million to inplement nonthly billing and

met ering and contended that there were no perceivable benefits

11



to custoners if such changes were made. AP numi ntai ned that
there was no evidence to suggest that bi-nonthly nmetering kept
custoners fromselecting a CSP or hanpered a conpetitive market.
The Conpany noted it would nonitor the situation in the event
changes were warranted. Wth regard to termnation of its CSP
coordi nati on agreenment, AP commented that it has not been its
practice to term nate coordi nati on agreenents in cases where the
CSP continued to market in AP's service territory but had no
cust oners.

Further, in its Response, AP opposed an allocation of
metering and billing costs to the production function. It
asserted that netering and billing costs will continue to be
incurred by the Conpany follow ng restructuring, and that no
nmetering and billing costs will be avoided as a result of a
custonmer's switch to an alternative energy supplier. The
Conmpany contended that it would be unable to recover any portion
of the cost of netering as billing costs if these costs were
allocated to the generation function. It observed that it had
wai ved its right to charge a wires charge in an earlier part of
the case. AP nmaintained that the wires charge was designed to
enabl e a distribution conpany to capture any | ost revenue
resulting fromallocating costs to generation in the event that
a customer selects an alternative energy supplier. The Conpany

supported a 100% al | ocation of netering and billing costs to the

12



distribution function. It proposed that to the extent that a
custonmer selects an alternative supplier to provide netering or
billing, a credit based on avoided increnental costs could be
applied to the rates of distribution custoners.

On Novenber 1, 2001, AES filed a Motion to receive its
response out of tine, together with its Reply Cooments. Inits
Comrents on the Staff Report, AES, by counsel, agreed wth nost
of the recomendations made in the Staff Report, but, anong
ot her things, commented on the issue of the allocation of
nmetering and billing costs to supply service, AP s proposed
general adm nistration fees charged to a CSP, and the fee for
hi stori cal usage data for interval accounts. AES noted that it
was not opposed to other cost based fees for supply services.

On Novenber 14, 2001, the Conmmission Staff filed a Mtion
Requesting Leave to File Reply, together with its "Reply to the
Comments in Response to Staff's October 12, 2001 Report of the
Pot omac Edi son Conpany, d/b/a Al egheny Power and the Reply
Comment s of AES Newknergy, Inc."

On Novenber 15, 2001, the Conmmi ssion entered an Order that
granted AES Mdition to File Response Qut of Tine and permtted
AES Reply to be filed with the Comm ssion; granted the Staff's
Novenber 14, 2001 Motion and received Staff's Reply; authorized
AES and other interested parties to file further responses to

the Staff's Reply by Novenmber 29, 2001; and directed Allegheny

13



to file any further response to the Staff's Reply on or before
Decenber 7, 2001

On Novenber 29, 2001, AES filed its "Reply Comments to the
Staff's Comments Dated Novenber 14, 2001" ("reply coments").

Inits reply comments, AES observed that an exam nation of
Appendi x 3, Table A of Allegheny's application indicated that
$15 million of custoner related costs have been fully all ocated
to distribution and that this allocation should not be
considered de nininmis relative to the $4 mllion in netering and
billing and coll ection costs. AES continued to oppose any
general adm nistrative, enrollnment fees and other charges for
non-optional elenents of retail choice. It asserted that 8 56-
582 of the Code of Virginia did not support inposition of these
fees as the functions giving rise to the fees is part of the
delivery of energy to custoners. AES opposed fees for
hi storical usage data requests.

On Decenber 7, 2001, AP, filed its Reply to Staff's
Novenber 14, 2001 comments ("Reply"). In its Reply, the Conpany
opposed the Staff recomendation that the Conpany all ow custoner
swtches for alternative service providers at the tinme of
speci al neter readings. The Conpany expl ai ned, anong ot her
things, that its billing systemand the conputer systens
supporting customer billing have been designed to work off the

regul arly schedul ed neter reading date. According to Allegheny,
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allowing switching on other than the regularly schedul ed neter
readi ng date woul d require manual intervention into its billing
systemw th correspondi ng reprogranm ng costs. It estinmated
that it would cost approximately $1 million to accommopdate
residential custonmer switches at the tinme of special neter
r eads.

The Conpany further asserted that no wai ver of Rule
20 VAC 5-312-80 H of the Retail Access Rul es was necessary
because, according to it, that Rule does not require custoner
swi tches on special nmeter reading where AP's distribution tariff
did not provide for custonmer switches at such tines. The
Conmpany reasoned that, since it reads its residential custoners
nmeters once every two nonths, a residential custonmer may sw tch
suppliers only once every two nonths. AP further noted that
there was no evidence that an inability to switch CSPs on a
nmont hly basis has sl owed conpetition or even been an issue with
custoners or suppliers in the other states in which the Conpany
has instituted custoner choice. The Conpany asserted that it
woul d not appear prudent at this point to require the
expenditure of an estimated $1 million in costs to acconmobdate
"instant swi tching" when AP is experiencing a |low | evel of
participation in its custoner choice progranms in other
jurisdictions, e.g., four custoners out of a total of 216,118

el i gible custoners since custoner choice becane avail able on

15



July 1, 2000, in Maryland. AP remarked that it had received no
interest fromcustoners to switch CSPs at the tine of specia
meter readings. AP requested a hearing by the Conm ssion if the
Comm ssion directed it to permt custonmers to switch CSPs at the
time of special neter readings.

AP offered to nonitor the need to switch Virginia
residential custoners nore frequently than once every two nonths
and to nmake appropriate adjustnments to its billing systens, with
appropriate cost recovery nmechanisns in place, if and when the
| ack of ability for a custoner to switch suppliers nonthly
beconmes a source of customer conplaints or appears to be an
i npedi ment to the devel opnment of a conpetitive nmarket.

AP al so opposed the allocation of netering and billing
costs to the production function. The Conpany contended that
the netering and billing costs associated with its purchase of
el ectric supply for its Virginia custoners for whol esal e
pur chases have been directly assigned to production costs. It
explained that what is left in the distribution function are
netering and billing costs associated with providing
distribution services. AP noted that a custoner switching to a
CSP does not avoid netering and billing costs. The neter stil
has to be read, data entered into the billing system the sane
paper size bill generated along with its associ ated envel ope,

and postage nust be applied. In the Conpany's view, the

16



al l ocation of a portion of these distribution costs to the
production function creates inproper cost shifting and a
subsi dy.

The Conpany noted that if it were to be ordered to transfer
50% of the netering and billing costs fromthe distribution to
t he production function and a custoner switches to an
alternative electric supplier, AP wuld not recover 50%of its
metering and billing costs for that custonmer. AP commented that
as part of its Phase | functional separation plan, it agreed to
forego stranded cost recovery through a wires charge, and thus
had no other nmeans to recover these costs.

The Conpany proposed that once a conpetitive billing
provi der or neter services provider assunes responsibility for
nmetering and billing a custoner's account, that the distribution
utility should give the custoner a credit reflecting the cost
savings to the utility for no | onger having to performthese
metering and billing functions. AP explained that it is waiting
to include such support as part of the proceedings in the two
cases established by the Commi ssion to consider conpetitive
billing and conpetitive netering (Case Nos. PUE010297 and
PEU010298). It asked the Conmm ssion to reserve judgnment on the
merits of the crediting proposal until the Conpany has had the
opportunity to explain and support these proposals as part of

t hese ongoi ng proceedi ngs.
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The Conpany agreed to clarify Section 4.4 of its Supplier
Coordi nati on Agreenent to reflect that it will not term nate
such agreenents when a CSP is continuing to market in AP's
service territory but currently has no custonmers. Revised page
No. 13 to the tariff was attached with AP's Reply to reflect
this clarification.

AP chal | enged AES' assertions that further costs should be
all ocated to the production function. It noted that the
$15 nmillion referenced by AES does not represent custoner
service costs but includes distribution operation and
mai nt enance costs classified as being custoner related for cost
al l ocation purposes. It explained that its cost of service
anal ysis shows that investnent in distribution poles and |ines
is split into custoner and demand rel ated conponents for
all ocation to custoner classes. The Conpany nai ntai ned that
these facilities are dedicated to distribution service, and
there is no basis for assigning any portion of the costs rel ated
to the facilities to the production function.

AP noted inits Reply that in addition to capital costs
related to the distribution facilities, there are expenses
related to those facilities, including portions of FERC
account 584 Underground Line Expense, FERC account 585
Distribution Street Lighting Expense, and FERC account 593

Di stribution M ntenance Overhead Lines Expense. It contended
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that these costs contained in the referenced $15 million are
nore appropriately related to the distribution function.

The Conpany Reply identified $798, 000 as "O her Custoner
Service" costs, i.e., costs representing custonmer service and
i nformati onal expenses, including costs incurred for such itens
as informational and instructional advertising, and assistance
provided in response to custoner requests for information, other
than billing inquiries. 1t maintained that these costs wll
continue to be incurred by the distribution function of its
busi ness when functions are unbundl ed and shoul d be
appropriately classified as totally in the distribution
function.

The Conpany continued to support its fees for service
enrol | ment and general administration of CSP's participation and
chal | enged AES observation that nost comm ssions have approved
the wai ver of fees for historical usage data. It advised that
fees for historical usage data were approved in both Chio and
Maryl and. AP asked that the Comm ssion permt its rates and
tariffs filed on Cctober 12, 2001, to becone effective for
service on and after January 1, 2002.

NOW THE COWM SSI ON, havi ng consi dered the application, the
suppl emental filings thereto, the comments, Staff Report, and
t he Responses and Replies thereto, together with the applicable

statutes and rules, finds that the cost of service study, retai
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service tariff, and conpetitive service provider coordination
tariff filed wwth the Comm ssion on Cctober 12, 2001, should be
accepted as nodified below, and as suppl enented by the

di scussion of the issues set out herein. The issues discussed
bel ow i ncl ude nonitoring the Conpany's busi ness practices, the
al l ocation of metering and billing, allocation of further
custoner service costs to the production function, sw tching
custoners at the tine of special neter readings, and speci al

f ees.

Moni tori ng Busi ness Practices

We agree that it is inportant that the design and
ef fecti veness of the Conpany's business practice and internal
controls should continue to be nonitored and reviewed. AP
shoul d, therefore, conduct annual internal conpliance audits to
ensure that its internal controls inplenented follow ng
functi onal separation are adequate and in conpliance with our
regulations. We will require AP to file its audit results wth
the Comm ssion's Division of Public Utility Accounting ("the
Division") by May 1 of each year until such time as the Division
determ nes that the information is no | onger necessary. AP
shoul d report any future changes to its business practices or

internal control to the Division
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Al |l ocation of Metering and Billing

Wth regard to the issue of allocating sone portion of
metering and billing costs to the generation function, we find
that there are practical difficulties at this tine in allocating
metering and billing costs enbedded in bundled rates to the
generation function beyond what the Conpany has proposed in this
case for separating out costs to whol esal e purchases. AP notes
inits Decenber 7, 2001 Reply that it will still have to read
the neter, input data, and generate a bill once its rates are
unbundl ed and retail access begins. Hence the rates approved
herein reflect the assignment of these costs to the distribution
function al one. *?

Al l ocati on of Further Custoner
Service Costs to Producti on Functi on

AES asserts that a portion of custonmer service costs,
col l ection costs, regulatory costs, and operating costs rel ated
to the provision of default service should be allocated to the
production function. AES asserts that utilities should not be
able to subsidize default supply service by shifting default
supply costs to the distribution conponent of their unbundl ed

rates.

2 AP remains at liberty to develop its crediting proposals in Case Nos.
PUE010297 and PUE010298 relative to CSPs or neter services providers that
assune responsibility for netering and billing a custonmer's account as
Conpany proposed at page 7 of its Reply. W decline to decide this issue as
part of this case.
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In its Novenber 14, 2001 Reply, Staff notes that AP's
Cct ober 12, 2001 adjusted cost of service includes $860, 000 of
uncol | ecti bl e expense and $9.5 mllion of Adm nistrative and
General expense, of which 41% has been allocated to the
production function. AP observes in its Decenber 7, 2001 Reply
that the $15 million of custonmer related costs at issue have
been all ocated to distribution because these costs are rel ated
to investnment in distribution poles and |ines, underground |ine
expense, distribution street lighting expense, and distribution
mai nt enance overhead |ines expense. W agree that these costs
are related to the distribution function.

The $798,000 cl assified as "Other Custoner Service" costs
appear to be related to distribution functions such as custoner
service and infornmation expenses related to requests for
information other than billing related inquiries. W wll not
di sturb these allocations.

Swi tching of Residential Custoners
to CSP at the Tine of Special Readings

AP has opposed permtting custonmers to switch conpetitive
energy suppliers at the tine of special neter readings. It
notes that its billing system and supporting conputer systens
have been designed to work off the regularly schedul ed nmetering
reading date. It estimates a cost of approximately $1 nmillion

to accommodat e residential custoner switches at the time of
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special neter reads, and has offered to track off-cycle
switching requests by its custoners.

The Staff, in its Reply Comments, has supported permtting
custoners to change suppliers at the tinme of the special neter
reading to allow nore frequent switching for residential
custonmers whose neters are read every two nonths.

We recogni ze the conplexities that may be involved in
accommodating off-cycle switches to a CSP. However, we al so
recogni ze the value of permtting residential custoners to
switch nore frequently. W wll therefore require the Conpany
to track the nunber of off-cycle requests to switch CSPs and
report such requests to the Division of Energy Regul ati on by
May 1 and Novenber 27 of each year. |If the issue of off-cycle
readi ngs appears prospectively to be a source of custoner
conplaints or an inpedinment to CSPs offering service, we w ||
re-examne this issue at that tine.

Suppl i er Fees

AES has opposed general adm nistration, enrollnent fees,
schedul i ng fees, and other non-optional elenents of retai
choice. Staff has not opposed these fees, but observed inits
filings that they appear to be supported by cost data provided
by the Conpany.

Section 56-582 of the Act, which establishes the paraneters

for capped rates, states that capped rates shall "include rates
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for new services where, subsequent to January 1, 2001, rate
applications for such services are filed by incunbent electric
utilities wwth the Comm ssion"” and are thereafter approved by
the Comm ssion. The instant application, to the extent that it
requests the approval of fees for new services, falls within the
meani ng of this provision. Accordingly, we will permt the fees
set out in the revised supplier coordination tariff filed on
Cct ober 12, 2001, except for the proposed fees for general
adm nistration and registration of CSPs opposed by AES, which we
do not find to be "new services" provided by the Conpany within
t he meaning of the Act. There will certainly be additional
costs of doing business in the newretail choice environnent but
| i ke other cost increases,!® they are not recoverabl e because of
the capped rate limtation of the Act. Wen the Conpany is
eligible to file its next distribution rate case, and we are
free to exam ne both increasing and decreasi ng conpany expenses,
we wi Il then be able to consider the recovery of these costs.
Wth regard to the correction of Section 4.4 of AP's
Suppl i er Coordi nation Agreenent, we will accept the revised
tariff page included as Attachnment No. 1 to the Conpany's

Decenber 7, 2001 Reply as clarifying the Conpany's practice

3 Other than the adjustnents pernmitted for the tax changes, fuel expense, and
financial distress under § 56-582 B of the Code of Virginia.
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relative to a CSP that is marketing in AP's service territory
but has no custoners.

Accordingly, IT IS ORDERED THAT:

(1) AP shall file its annual internal conpliance audit
results with the Division of Public Utility Accounting by May 1
of each year until such tine as the Division determ nes that the
information is no |onger necessary.

(2) AP shall report any future changes to its business
practices or internal controls to the Division of Public Uility
Accounti ng.

(3) The Comm ssion Staff shall, as necessary, conduct
audits and reviews of the Conpany books, records, and work
papers and conduct neetings to ensure conpliance with 8 56-590
of the Code of Virginia and the regul ations put forth by the
Commi ssion in Case No. PUA000029.

(4) Except as nodified herein and consistent with the
di scussi ons set out above, the revised unbundled rates, fees,
charges, and terns and conditions found in AP's Cctober 12, 2001
filing wwth the Comm ssion shall be adopted, effective for
service rendered on and after January 1, 2002. The Conpany
shall forthwith file the revised unbundl ed rates, fees, charges,
and terns and conditions approved herein with the Division of

Ener gy Regul ati on.
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(5) The Conpany's proposed fees for new services are
reasonabl e and are adopted, with the exception of AP s proposed
regi stration and general adm nistration fees for conpetitive
suppl i ers.

(6) The Conpany shall track the nunber of requests to
switch CSPs nade foll ow ng special nmeter readings as well as
custoner conplaints regarding this issue and report this
information to the Division of Energy Regulation by May 7 and
Novenmber 27 of each year, followi ng AP s inplenentation of
custormer choi ce.

(7) This matter is dism ssed.
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